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  The Small and Medium-sized Enterprises (SME) sector is considered as one of the major 
sectors that have a greater impact on the Sri Lanka’s economic growth in terms of employment 
generation, contributing to GDP, poverty reduction and regional development. In Sri Lankan context, 
enterprises which have annual turnover under Rs. 750 million (JPY 467 million) and, less than 300 
employees if in manufacturing sector or less than 200 employees if in services sector are categorized 
as SMEs. Sri Lankan SMEs can be considered as the backbone of its economy since SMEs account 
for more than 75% of the total number of enterprises, contributes to 52% of the Gross Domestic 
Production (GDP) and provides 45% of the employment (National Policy Framework, 2015).  
Identifying the lack of access to finance as one of the major issues that hinders the growth of 
SMEs, all the Governments that have come to the power have taken actions to facilitate local SMEs 
to access to suitable financing facilities by introducing many locally and foreign funded 
concessionary loan schemes. However, Sri Lankan SMEs are still have not reached to the full 
potential and the majority of those SMEs are still struggling to grow further as well as for the 
 
 
survival. Accordingly, it is important to investigate whether those concessionary loan schemes 
actually provide the required financial assistance to the needy SME segments such as SMEs led by 
women, SMEs located outside the Colombo district, SMEs that have not borrowed previously which 
are new SMEs and, micro and small firms. Accordingly, this study will be done by assessing the 
impact of the characteristics of those needy SMEs on likelihood of receiving loans from foreign 
funded concessionary loan schemes with the special reference to the SMELoC project funded by the 
Asian Development Bank (ADB). 
The research question is “Do foreign funded SME concessionary loan Schemes truly provide 
the required financial assistance to the needy SME segments?”. Further the main research objective 
is to identify whether foreign funded loan schemes truly provide the required financial assistance to 
the needy segments of the Sri Lankan SME sector. The research hypothesis are; H1 :  Locating 
outside Colombo have an impact on likelihood of receiving foreign funded SME loans, H2 : 
Borrowing first time has an impact on likelihood of receiving foreign funded SME loans, H3 : 
Gender of borrowers has an impact on likelihood of receiving foreign funded SME loans, H4 : Firm 
size has an impact on likelihood of receiving foreign funded SME loans. 
The firm specific data was collected from the internal database of the SMELoC project held at 
the project office in the Department of Development Finance of the Ministry of Finance, Sri Lanka. 
The dependent variable is the loan amount borrowed by each small and medium sized enterprise. 
The value is in rupees million. There are four independent variables which are outside Colombo, 
first time borrowers, gender of borrowers and firm size. “Outside Colombo” is a dummy variable 
which categorizes whether the SME is located in Colombo or outside Colombo. “First time 
borrowers” is also a dummy variable and it categorizes whether the borrower is a first time 
borrowers or not. “Gender of Borrowers” is a dummy variable where being a women borrower is 
given 1 while being a male borrower is given 0. It has been used the number of employees in each 
SME in order to measure the firm size. This variable is a continuous variable. 
This study was done by using the Multiple Linear Regression analysis as the main analysis. 
There were 1,748 observations in the main sample and the unit of analysis is the firm. According to 
 
 
the results, Outside_Colombo and First_Borrowed have a statistically significant but negative impact 
on the Loan_Amount while firm size having a statistically significant positive impact on the 
Loan_Amount. Further, Women-led has a marginally significant but negative impact on 
Loan_Amount. Accordingly, being a women-led enterprise, being a first time borrower, located 
outside Colombo and being a micro or small enterprise have caused to lower the loan amount 
received. After clearly investigating the results and having discussions with some representatives 
from selected banks, it has been identified that the banks` main aim was to quickly disburse the loan 
amount from their side in order to meet the disbursement targets rather than providing loans to the 
needy SMEs. According to the banks, they have thoroughly assessed the owner`s business 
experience, capacity of the business, financial condition of the business and repayment ability of 
borrowers when lending to the first time borrowers, women-led enterprises, micro and small size 
enterprises and enterprises located in remote areas. This has caused to lower the size of the loan 
amount disbursed to those needy SME segments.   
Even though, the banks and the project itself had been able to disbursed the funds prior to the 
pre-decided deadline, this study helped to identify that the loan scheme has not reached to the 
targeted needy SMEs by offering loan amounts that are enough to make a considerable improvement 
in their existing business activities. These findings can be commonly applied to the other SME 
targeted loan schemes implemented in Sri Lanka as the same banks play the intermediary role in the 
loan disbursement process. It is important to build a comprehensive mechanism with a proper 
monitoring process in order to prevent these loan funds to reach the already established SMEs that 
actually do not have a need of borrowing. Furthermore, the Policy makers should consider the means 
to reach the SMEs that genuinely need funds for the expansion purposes or the survival. Then policy 
makers should instruct banks to reach those needy SMEs and to ensure the equal distribution of loan 
funds among all those needy SME segments located in all over the country. Furthermore, it is 
importance to establish flexible deadlines for the banks to meet targets and it will make it possible to 
reach these loan funds to actual needy SMEs by preventing banks from reaching to the already 
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 The Sri Lankan Small and Medium-sized Enterprises (SME) sector plays a major role in 
the socioeconomic development of the country in terms of employment generation, contribution to 
GDP, women empowerment and rural development. Therefore, the Government has identified the 
potentiality of this sector to contribute more to the country`s socioeconomic growth while ensuring 
the achievement of Government`s one of the major development goals which is the inclusive growth.  
 Further, it has been identified that the lack of access to finance as the main issue faced by 
the Sri Lankan SMEs followed by other issues such as lack of access to technology, poor 
infrastructure and marketability. Therefore, the Sri Lankan Government has taken various initiatives 
from time to time to support local SMEs to overcome their access to finance issue. Since the Sri 
Lankan Government and banks lack the funds to meet the financial requirement of local enterprises, 
the Government has taken actions to implement foreign funded concessionary loan schemes.  
 The implementation of Small and Medium-sized Enterprises Line of Credit (SMELoC) 
project which was funded by the Asian Development Bank was one of such initiatives. When 
implementing this credit line, the Government paid a special attention to provide funds to the needy 
SME segments which are SMEs led by women, SMEs located outside the Colombo District and 
SMEs that have not borrowed previously. Since the Government is tend to utilize foreign funds to 
support local SMEs, it is important to identify the effectiveness of those foreign funded SME 
targeted concessionary loan schemes. Therefore, the objective of this research is to identify whether 
the foreign funded loan schemes truly provide the required financial assistance to the above 
mentioned needy segments of the Sri Lankan SME sector by using the case of the SMELoC project. 
 According to the results, being a women-led enterprise, being a first time borrower, 
located outside Colombo and being a micro or small enterprise have caused to lower the loan amount 
received. This study revealed that the importance of having a clear mechanism to properly identify 
the needy SME segments and distribute loan funds among those SMEs in an effective manner. 
Further, it is important to encourage banks to understand their responsibility and the importance of 
reaching to those needy SME segments rather than only considering about meeting their targets.  
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CHAPTER 1. INTRODUCTION  
 The Small and Medium-sized Enterprises (SME) [1] sector can be considered as one of the 
major sectors that have great impact on the country’s economic growth including social and rural 
sector development. In Sri Lankan context, enterprises which have annual turnover under Rs. 750 
million (JPY 467 million) and, less than 300 employees if in manufacturing sector or less than 200 
employees if in services sector are categorized as SMEs (National Policy Framework for SME 
Development, 2015). 
 Sri Lankan SMEs can be considered as the backbone of its economy since SMEs account 
for more than 75% of the total number of enterprises, contributes to 52% of the Gross Domestic 
Production (GDP) and provides 45% of the employment (National Policy Framework, 2015). 
Further, SMEs have established their business activities in many business categories covering the 
country`s three major economic sectors which are agriculture, industry and services sectors. 
Accordingly, the SME sector plays a key role in employment generation, contributing to GDP, 
regional development and poverty reduction while ensuring the inclusive growth. 
 Identifying its importance, every Government that have come to the power have taken 
many actions to support for the development of this promising sector. However, the Sri Lankan SME 
sector has not been able to develop and contribute to the economy as expected. Access to finance, 
access to technology, access to markets, poor education level and lack of innovations have been 
identified as the major issues that hinders the performance and the development of Sri Lankan 
SMEs.  
 While addressing to overcome those issues, the Government paid a higher attention on 
overcoming the access to finance issue which badly affects the performance and the expansion of 
local SMEs. In that process, many SME oriented locally funded concessionary loan schemes as well 
as foreign funded concessionary loan schemes have been introduced with the Government 
involvement.  
                                                      
[1] In this document, the phrase `Small and Medium-sized Enterprises (SMEs)` is used to describe the 
micro, small and medium-sized enterprises.  
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 Small and Medium sized Enterprises Line of Credit project (SMELoC) is one of such 
foreign funded concessionary loan schemes. This loan scheme was initiated in 2016 by utilizing a 
loan provided by the Asian Development bank (ADB) targeting the specific needy SME segments of 
the Sri Lankan SME sector which are women led SMEs, SMEs located outside the Colombo, first 
time SME borrowers and micro or small sized firms. 
 The main objective of this research is to identify whether the foreign funded concessionary 
loan schemes which targeting the Sri Lankan SME sector truly provide the required financial 
assistance to the targeted needy SME segments. This study will be done by using the case of the 
SMELoC project. In order to measure that research objective, it will be analyzed the impact of SME 
characteristics on the likelihood of receiving loans under SMELoC scheme. Those SME 
characteristics include being a women-led SME, located outside the Colombo District, being a first 
time borrower and firm size which are the characteristics of needy SMEs too.   
 According to the results, being located outside the Colombo District and being a first time 
borrower have a statistically significant but negative impact on the loan amount while the size of the 
firm having a statistically significant positive impact on the loan amount. Further, being a 
women-led SME has a marginally significant but negative impact on the loan amount. Accordingly, 
being a women-led enterprise, being a first time borrower, located outside Colombo and being a 
micro or small enterprise have caused to lower the loan amount received. After clearly investigating 
the results and having discussions with some representatives from selected banks, it has been 
identified that the banks` main aim was to quickly disburse the loan amount from their side in order 
to meet the disbursement targets rather than providing loans to the needy SMEs. According to the 
banks, they have thoroughly assessed the owner`s business experience, capacity of the business, 
financial condition of the business and repayment ability of borrowers when lending to the first time 
borrowers, women-led enterprises, micro and small size enterprises and enterprises located in remote 
areas. This has caused to lower the size of the loan amount disbursed to those needy SME segments.   
 This thesis has five chapters and in the second chapter, it will be discussed about the 
background and literature relates to this research topic. Since this study is a country and project 
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specific research, there will be a description of Sri Lankan SME sector and the SMELoC project. It 
will be discussed about the importance of the research, research hypotheses, data source and 
methodology under chapter 3. Then, chapter 4 will discuss the analysis and results. Further, there 
will be a comparison of the results of the separate analyses done for the Colombo sample and the 
outside Colombo sample under this chapter too. Thereafter, Chapter 5 will present the conclusion 
along with the policy implications, limitations and future works to be done.  
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CHAPTER 2. BACKGROUND AND LITERATURE REVIEW 
Section 1. ECONOMIC CONDITION OF SRI LANKA 
Country Information 
Sri Lanka which officially called as “the Democratic Socialist Republic of Sri Lanka” is a 
South Asian island country located in the Indian Ocean. Sri Lanka is a multicultural and multilingual 
country. Further, it is famous of its natural beauty and the hospitality. Recently, the country ranked 
top destination for travel in 2019 by Lonely Planet. 
The total area of the country is 65,610 km2 and it contains the land area of 62,705 km2 and 
2,905 km2 of inland waters. The country is rich in various natural resources such as graphite, 
limestone, gems, mineral sands, clay and phosphates. Further, it has been recently discovered that 
there are oil reservoirs in the northern sea area of the country (Annual Report 2018 - Central Bank of 
Sri Lanka, 2019).  
There are 9 provinces and 25 districts in Sri Lanka which are used for administrative 
purposes. The Sri Jayawardenapura Kotte is the administrative capital of the country while Colombo 
is refereed as the commercial capital of the country. As of 2018, the country had around 21.67 
million population and it is a 1.1% increase compared to the previous year. The average literacy rate 
is 92.6% and the country ranked 76 in the Human Development Index (2017) among 189 countries 
(Annual Report 2018 - Central Bank of Sri Lanka, 2019).  
After defeating the 30 year long civil war, the country entered into a new era with lots of 
development activities and investment projects. Inclusive development is one of the major goals of 
the country`s development activities. Aa a result of all those efforts towards the development of the 
country, Sri Lanka was able to be categorized a “Lower Middle-Income Country” in year 2016. The 
country`s current goal is to reach the upper middle income level without getting into the middle 







Source: Mapsopensource.com (2019) 




Economic Condition of Sri Lanka 
 The country reported a US$ 88.9 billion Gross Domestic Product (GDP) in 2018 and it’s a 
3.2% moderate real growth from the previous years` GDP. However, as presented in Figure 1 below, 
the real growth rate of GDP has lowered in year 2018 when compared to the 3.4% of previous year. 
This was resulted not only due to the domestic economic challenges but also due to the political 
issues which badly affected on the external performance of the country.  
 
Graph by author (Data source: Annual Report 2018, Central Bank of Sri Lanka, 2019) 
Figure 2: The Real GDP Growth Rate of Sri Lanka from 2011 to 2018 
 
 As indicated in Figure 2, the GDP real growth rate was 9.1% in 2012 and it was a result of 
the massive development activities and investment projects that took place within the whole country 
after the end of 30 years of civil war. Specially the post war infrastructure development activities 
facilitated the economic activities all over the country. However, by 2013 it has decreased to 3.4% 





Graph by author (Data source: Department of Census and Statistics and Central Bank of Sri Lanka, 
2019) 
Figure 3: The Composition of GDP by Major Sectors 
 
Sri Lanka`s major economic activities is divided into three major sectors which are 
agriculture, industry, and services. From the ancient time, Sri Lanka has been an agricultural based 
country. However, with the introduction of the open economy concept and recent developments, the 
industry and services sectors have started to rise. As indicated in the Figure 3, by now, the biggest 
contributor to the economy is the services sector and its contribution to the GDP was about 57.7 % in 
2018. This is a 4.7% increase when compared to that of 2017. Further, the contributions to the GDP 
of agriculture and industry sector in the year 2018 were 7% and 26.1% respectively. Further, there is 
another sector that has been added to the GDP contribution in order to have a better understanding 




Source: Annual Report, Central Bank of Sri Lanka (2019) 
Figure 4 : The Annual Growth Rate Changes of Major Economic Sectors 
 
The Figure 4 indicates the annual growth rate changes of major economic sectors for the 
five consecutive years. All the three sectors indicate increases as well as decreases of respective 
growth rates. As per the Figure 4, in 2018, the growth rates of agriculture and services sector has 
increased when compared to the previous year while the growth rate of industry sector has 
considerably decreased. In 2018, agriculture and services sectors have indicated a growth of 4.8% 
and 4.7% respectively. The key drivers of the agriculture sector`s growth were growing fruits and 
rice and the key drivers of the growth of the services sector were the wholesale-retail trade and the 
financial services. 
The GDP contribution of the industry sector indicated a 0.9% growth in 2018 when 
compared to that of 2017 and the key drivers of industry sector growth was the manufacturing 
activities. The exchange rate related issues and political instability of the country have had 





Graph by author (Data source: Department of Census and Statistics, 2018) 
Figure 5 : Employed Population of Sri Lanka by Economic Sector – 2017 
 
 According to the Figure 5, services sector has provided higher job opportunities in most of 
the provinces and it is considerably high in the Western province where the capital city of the 
country located. However, it is interesting to identify that agriculture sector has provided 
considerably lower employment opportunities in the Western province and it is around 5% out of the 
total employment of the province. When it is away from the urban areas, still people work in the 
agriculture sector related jobs. The industry sector has spread all over the country and provided 
moderate employment opportunities when compared to other two sectors. However, the employment 
opportunities in industry sector in the country’s most underdeveloped areas such as Uva and North 
Central provinces still remain at a low level. However, the agriculture sector has contributed more to 
the employment in Uva and North Central provinces as the agriculture sector plays a key role in the 




Graph by author (Data source: Department of Census and Statistics, 2018) 
Figure 6 : Employed Population by Major Economic Sector from 2012 – 2017  
 
 The Figure 6 illustrates the annual figures of the employed population by major economic 
sector from 2012 to 2017. According to it, the employment in the services sector indicates the 
gradual increasing trend and it is in line with the total employment change. Further, the employment 
in the agricultural sector indicates a slightly decreasing trend. The employment in the industry sector 
indicates a slightly increasing trend and there is a noticeable increase from the 2016 to 2017. This is 
a positive sign of the development of the country`s industry sector what the country is most needed.  
Section 2. SMALL AND MEDIUM SIZED ENTERPRISES SECTOR IN SRI LANKA 
 In Sri Lankan context, enterprises which have an annual turnover not exceeding Rs. 750 
million or employ less than 300 employees if it is in manufacturing sector or employ less than 200 
employees if in services sector are categorized as Micro, Small and Medium sized Enterprise. In 
normal terms all of those enterprises including the micro enterprises are simply described by using 
the term `SME`. According to the sources, 75% of Sri Lankan enterprises can be categorized as 
Micro, Small and Medium-sized Enterprises (SMEs) and this sector generates 45% of total 
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employment. Furthermore, it contributes to 52% of the Gross Domestic Product (GDP). A 
considerable women and youth population of the country engages in this sector and it has a higher 
potential to ensure the equitable development throughout the country. The SMEs have established 
their business activities covering the three major economic sectors of the country which are 
agriculture, industry and services sectors (National Policy Framework for SME Development, 2015).  
 With the understanding of the SME sector`s high potential on contributing to the country`s 
economic growth while ensuring the inclusive development, Government gives its higher concerns 
on supporting the Sri Lankan SME sector with the support of Government institutions, 
semi-government institutions as well as the government and non-government international 
organizations such as Asian Development Bank (ADB), Japan International Cooperation Agency 
(JICA), World Bank and German International Cooperation (GIZ).  




Total establishments Urban 
Sector 
Rural Sector Estate 
Sector 
Micro 935,736 216,204 705,074 14,458 
Small 71,126 27,999 42,683 444 
Medium 10,405 5,164 4,989 252 
Source: Department of Census and Statistics (2015) 
 
The Table 1 explains the findings of the non-agricultural economic censes 2013/14 which 
is the most recent and reliable census of Sri Lanka. Accordingly, 75.3% of micro enterprises, 60% of 
small enterprises and 47.9% of medium enterprises are located in rural areas. Further, 23.1% of 
micro enterprises, 39.4% of small enterprises and 49.6% of medium enterprises are located in urban 
areas. Accordingly, the large proportion of micro and small enterprises are located in the rural area 
while the large proportion of medium enterprises are located in the urban area. The bigger firms tend 
to established in the areas that have better infrastructure facilities and easy access to profitable 
markets. This is the main reason for majority of bigger firms to locate their businesses in urban areas. 
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However, in some cases firms tend to establish in rural and estate areas where the required man 
power and resources are easily and reasonably available. Such enterprises include tea, rubber, 
coconut and rubber related producers, manufacturers of mineral water and creators of traditional 
crafts (Department of Census and Statistics, 2015). 
  
 
Graph by author (Data Sources: Department of Census and Statistics, 2015 and Ministry of Industry 
and Commerce, 2019) 
Figure 7 : District-wise Distribution of Sri Lankan SMEs 
 
As per the Figure 7 above, 35.7% of SMEs are located in Western province where the 
country`s capital is located. Western province is the most developed province of the country. Further, 
the Uva and Northern provinces which are comparably under developed provinces of the country 
have the lowest proportion of SMEs. Poor infrastructure and educational level as well as the lack of 
required initial capital might have caused for this. However, this data is based on a survey conducted 
in 2013, just 4 years after the end of 30 years long civil war. By now, the Northern area which has 
badly affected due to the war, has started to boom as many infrastructural development projects have 
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been conducted in the area recently. Furthermore, many infrastructural development projects are 
being conducted covering the all over the country and therefore the Government expects a 
considerable increase of economic activities of the country in coming years. 
Table 2 : Person`s Engaged in Micro, Small and Medium Sector 
 
Establishment Type Persons Engaged % 
Micro 1,338,675 44.6 
Small 529,751 17.6 
Medium 386,756 12.9 
Large 747,937 24.9 
Source: Department of Census and Statistics, Sri Lanka (2015) 
The Table 2 illustrates the results of a survey conducted by the Department of Census and 
Statistics of Sri Lanka and according to it micro enterprises have provided employment opportunities 
for 44.6% out of the total employment provided by the all establishments of the country. Here, the all 
establishments include micro, small, medium and large enterprises that operates in the country. 
However, the total number of micro establishments in the country is 935,736 and when compared to 
it, the employment generation is quite small. The main reason for this is that the majority of micro 
enterprises are family-based enterprises that have the legal status of sole proprietorship. Such 
enterprises include trading shops, groceries and sewing places which employs 1 to 3 employees. 
However, the small, medium and large enterprises are accounted for 17.6%, 12.9% and 24.9% of 
employment respectively.  
Gender of Decision Maker in Sri Lankan SMEs 
In Sri Lankan context, the decision maker of an enterprise is the person who administer the 
particular enterprise or the person who lead the particular enterprise by taking the day to day 
decisions of that enterprise. The Figure 8 illustrates the number and proportion of enterprises with 





Graph by author (Data source: Department of Census and Statistics, Sri Lanka, 2015) 
Figure 8 : Gender of Decision Maker in Sri Lankan Enterprises 
 
 As indicated in the Figure 8, males play a dominant role in Sri Lankan enterprises. 
However, in micro enterprises females play a considerable decision making role and it indicates a 
percentage of 26.3%. Further, the percentage of small enterprises that have female decision makers 
out of the total small enterprises is 8.3%, while medium enterprises having 6.1% enterprises that 
have female decision makers. Moreover, only 4.6% of large enterprises out of the total large 
enterprises have female decision makers. Accordingly, this proves that when the firm size increases 
the percentage of enterprises with female decision makers has decreased. 
Section 3. SME DEFINITION AND THE SME POLICY OF SRI LANKA 
 A definition to categorize Micro, Small and Medium-sized Enterprises (SMEs) in Sri 
Lanka was officially introduced in the year 2015 and before that the different institutions used 
different definitions to categorize the micro, small and medium sized enterprises (SMEs). After 
identifying the importance of having a common SME definition to ensure the smooth functioning of 
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SME development activities, the Government took required actions to introduce the following SME 
definition which commonly called SME definition of Sri Lanka. The development of the SME 
definition was a collaborative activity of the Ministry of Industry and Commerce, Ministry of 
Finance and German International Cooperation (GIZ). The GIZ which is a German based 
cooperation provided required consultations and field study facilitation to develop a SME definition 
and policy for Sri Lanka.  
Table 3 : SME Definition of Sri Lanka 
 
Size/ Sector Criteria Medium Small Micro 
Manufacturing Annual 
Turnover 
(Rs, Mn) 251 - 750 16 - 250 15 or less than 15 
(¥. Mn)*[2] 157 - 467 10 - 156 9 or less than 9 
No. of Employees 51 - 300 11 - 50 10 or less than 10 
Service Sector Annual 
Turnover 
(Rs. Mn)  251 – 750 16 - 250 15 or less than 15 
(¥. Mn)*[2] 157 - 467 10 - 156 9 or less than 9 
No. of employees 51 - 200 11 - 50 10 or less than 10 
Table by author (Data source: National Policy Framework for SME Development, 2015)     
(*1¥ = 1.60LKR) 
 
According to the Sri Lankan SME definition illustrates in Table 3, annual turnover and the 
number of employment of a particular enterprise are used as the criteria to categorized whether that 
enterprise is a micro enterprise or small enterprise or medium sized enterprise. An enterprise should 
meet both the criteria to be categorized as a SME. However, if an enterprise can put in to two 
categories based on the annual turnover value and the number of employment, then the number of 
                                                      
[2] The annual turnover value in Japanese yen (¥) was added by the author in order to facilitate the 
understanding of the definition in Japan where this report is presented. However, it is important to 
recognize that it was not in the original definition. For this purpose, the author used the rounded figure of 
the exchange rate prevailed on 2019.06.19 (1¥ = 1.6008 LKR) at the official web site of the Central Bank 
of Sri Lanka.  
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employment will be used as the criteria.   
 As per the National Policy Framework for SME Development (2015) in Sri Lanka, 
enterprises which have annual turnover under Rs. 750 million (JPY 467 million) and, less than 300 
employees if in manufacturing sector or less than 200 employees if in services sector are categorized 
as SMEs. Currently, this definition is commonly used by all the institutions including banks to define 
the SMEs all over the country. 
The National SME Policy Framework of Sri Lanka 
  The National Policy Framework of SME Development of Sri Lanka was introduced in 
2015 and before that Sri Lanka did not have a national framework focusing on the development of 
country`s SME sector. According to the policy framework matrix exhibit in Figure 9, Sri Lanka`s 
national SME policy focusses on six key policy intervention strategies which are enabling 
environment, technology and innovation, entrepreneurial culture and skills development, access to 
finance, market facilitation and, research and development. This key policy intervention areas have 
been identified after conducting a deep study on the Sri Lankan SME sector, its issues and future 
potentials. While focusing on providing a better environment for the SMEs though those policy 
interventions, this policy framework also focusses on achieving a regional balance and resource 
efficiency related to doing business. 
  It is expected to improve the ease of doing business, reduce the transaction cost and 
improve the competitiveness of SMEs under the enabling environment policy strategy. In order to 
achieve this objective, the Government expected to take required actions to improve the regulatory 
framework, institutional framework and legislative.  
  Through the technology and innovation strategy, it is expected to take required initiatives 
to improve the SMEs` opportunities to access affordable and suitable modern technologies to 
improve the quality, productivity and innovativeness of Sri Lankan SMEs. The establishment of a 
Technology Transfer and Development Fund (TTDF), in order to support the purchase and adoption 
























Source: National Policy Framework for SME Development (2015) 
Figure 9 : SME Policy Framework Matrix of Sri Lanka 
 
  The third policy intervention strategy is the entrepreneurial culture and skills development. 
Under this strategy, it is expected to address the issues of SMEs with related to their entrepreneurial 
culture and skills, institutional capacity and attitudes of taking risks. Providing entrepreneurship 
development and skills development programmes are considered as the key to achieve this objective. 
  Access to finance is another policy intervention strategy that comes under the SME policy 
Policy Mission 
Stimulate growth of SMEs to produce world class products& services that can compete locally 
and internationally with supportive enabling environment and interventions of technology 
transfer, entrepreneur culture, skills development, access to finance, market facilitation and 
research and development. 
Policy Objective 
Support start-up SME enterprises, strengthen the existing enterprises and extend nursing 
programmes for potentially viable sick SMEs. 
Policy Vision 
Create significant number of globally competitive, dynamic, innovative, technologically driven, 



















framework of Sri Lanka. Through this intervention, it is expected to increase the access to finance 
opportunities available for Sri Lankan SMEs to meet their financial needs in terms of expansions, 
working capital requirements and survival. Under this, it is expected to create a SME friendly 
banking environment throughout the country and provide SME targeted concessionary loan schemes. 
Further, discussions are being conducted to establish venture capital funds and angel funds to supply 
required equity to the feasible SMEs.  
  Under the market facilitation, it is expected to address the issues related to product quality, 
branding, packaging and access to local and international markets. One of the key strategies of this 
policy intervention includes providing support for local SMEs to enter into local as well as 
international markets through facilitating them to participate in local and international trade fairs and 
exhibitions. In addition to that, it is expected to increase the SMEs` market share in Government 
procurements as well as to support SMEs to do quality improvements, product developments, 
branding, packaging and market networking to ensure the survival, competitiveness and market 
expansion of local SMEs. 
  Research and development is the sixth policy intervention and through this, the 
Government expects to develop an efficient and competitive SME sector by supporting to link 
industry and research institutions to come up with innovations, product and process developments, 
development of cost effective technologies and productivity improvements.  
  Under resource efficiency, the Government expects to increase the awareness among 
SMEs on the importance of utilizing the available resources in an efficient and sustainable manner. 
By doing this, it is expected to protect the available natural resources of the country in order to 
ensure the future development of the country too. Further, the introduction of incentives for clean 
technology, improvement of recycling systems and, improvement of demand and supply for resource 
efficiency services are some of the strategies are being used to ensure the resource efficiency.  
   Trough the regional balance, it is expected to ensure the balanced regional growth all over 
the country by providing required support to SMEs located in all over the country. In order to 
achieve a balanced regional socio-economic development, the Government ensures the supply of 
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required infrastructure development, enhancement of access to information and technology, and 
required training for local SMEs located throughout the country.  
Section 4. ASIAN DEVELOPMENT BANK 
  Asian Development Bank (ADB) was established on 19th December 1966 with the aim of 
ensuring the social and economic development in Asia. Its headquarters is located in Manila, 
Philippines. Initially there were 31 members and Sri Lanka is also a member country of ADB since 
1966. Currently, ADB has 68 members and it includes 49 Asian and Pacific countries while the 
remaining 19 countries are from outside the Asia. Japan is the largest shareholder of ADB and 
therefore the president of ADB is always a Japanese. Accordingly, Mr. Takeshi Watanabe was its first 
president and the current president is Mr. Takehiko Nakao (www.adb.org, 2019).   
 During its early period ADB gave attention on providing assistance on food production 
and rural development. Currently, ADB plays a role of a multilateral development finance institution 
and it provides loans, grants, guarantees, equity investments and technical assistance to its member 
governments (www.adb.org, 2019).  
 Further, ADB has developed seven priority areas and help its member countries to achieve 
those priority targets by providing required funds, advisory services, knowledge support, and 
through the public and private sector operations. Those priority areas include addressing remaining 
poverty and reducing inequality, accelerating progress in gender equality, making cities more livable, 
promoting rural development and food security, strengthening governance and institutional capacity, 
fostering regional cooperation and integration, and tackling climate change, building climate and 
disaster resilience, and enhancing environmental sustainability (www.adb.org, 2019). 
 ADB receives the required funding in different ways and the major fund-raising method is 
issuing bonds on the world`s capital markets. There are other fund-raising means such as repayment 
of loans from borrowed countries, retained earnings from its lending operations and the contributions 
of its member countries.  
 Since its establishment, ADB has supported to the development of Sri Lanka in different 
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ways such as providing loans, grants as well as technical assistance. As of the member country fact 
sheet published by ADB in April 2019, the total cumulative value of those loans, grants and technical 
assistance provided to Sri Lanka by the ADB is around US$ 9.7 billion. 
 
Source: ADB Member Fact Sheet – Sri Lanka, ADB (2019) 
Figure 10 : Cumulative Lending, Grant and Technical Assistance Commitment of ADB in Sri 
Lanka 
  
 As indicated in the Figure 10, the ADB has supported to Sri Lanka covering various 
sectors including agriculture, natural resources and rural development, education, energy, finance, 
health, industry and trade, transport, water and other urban infrastructure and services, and public 
sector management. As per the country partnership strategy of ADB for the period of 2018 – 2022, 
the high focus has been given to the building high quality infrastructure in the energy, transport and 
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urban sectors of Sri Lanka. In addition to that, ADB has shown a higher interest on helping Sri 
Lanka to develop its SME sector by providing loans, grants and required technical assistance 
targeting the local SMEs. The SMELoC project is one of such projects. By doing all of these, ADB 
expects to support Sri Lanka to move beyond the current lower middle-income status by ensuring the 
employment generation, women empowerment, income enhancement and rural development (ADB, 
2019).  
Section 5. SMALL AND MEDIUM SIZED ENTERPRISES LINE OF CREDIT PROJECT 
 The Small and Medium sized Line of Credit (SMELoC) project was initiated with the 
main intention of strengthening the local Micro, Small and Medium-sized Enterprises by providing 
required credit facilities. Accordingly, the Ministry of Finance and the Asian Development Bank 
(ADB) singed a loan agreement on 23rd February 2016 to initiate the SMELoC project. Following 
this agreement, ADB lent a US$ 100 million to the Government of Sri Lanka from its Ordinary 
Capital Resources Fund. The executing agency and the implementation agency of the SMELoC 
project is the Department of Development Finance of the Ministry of Finance, Sri Lanka. 
 It was expected to achieve many goals and outcomes through the SMELoC project 
including the strengthening of the SME`s access to finance, increase the employment opportunities 
in SME sector, empowerment of women entrepreneurs and inclusive development of the country. 
Since the Government as well as the banks did not have the required funds to lend to SMEs in major 
scale at concessionary terms, the SMELoC project was a great opportunity to solve the access to 
finance issue of Sri Lankan SMEs. 
 The loan scheme was implemented through 10 Participating Financial Institutions (PFIs) 
which was selected by the ADB based on their criteria. All of those PFIs are Government and private 
sector banks and those banks includes Bank of Ceylon, People`s Bank, Regional Development Bank, 
Hatton National Bank, Commercial Bank of Ceylon, National Development Bank (NDB), DFCC 
Bank PLC, Seylan Bank PLC, Nations Trust Bank and Sampath Bank.  
 It has been scheduled to disabused the US$ 100 million as subsidiary loans among the 
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PFIs through eight semiannual auctions of US$ 12.5 million equivalent. In this stage, the Ministry of 
Finance played the lenders role on behalf of the Government of Sri Lanka and the PFIs played the 
role of borrowers. There the PFIs had to bid for the required amounts and preferred interest rate on a 
pre-designed date. According to this auction mechanism, the PFI that bided for the highest interest 
rate win its bided amount while other bidders get the remaining based on the rank of their bided 
interest rate until the available amount is completely lent among PFIs. The interest rate that the 
particular PFI bided at the auction would become the interest rate of that PFI for the amount it 
borrowed from the Government.  
 The PFIs are allowed to lend SMEs at interest rates that meet their cost of funds plus a 
spread to cover transaction cost. In the first auction, the NDB Bank won the whole auctioned amount 
at a comparably lower interest rate. Therefore, the bank was able to lend SMEs at a comparably 
lower rate than the prevailing interest rate in the market. During the second auction, only three banks 
was able to win the available funds and those banks were the DFCC Bank PLC, Hatton National 
Bank and Sampath Bank (Department of Development Finance, 2017). 
 
 
Figure 11 : Flow of the SMELoC funds from the ADB to the SME Borrowers in Sri Lanka 
 
The Figure 11 illustrates the flow of the SMELoC funds from the ADB to the end 
borrowers who are the SMEs in Sri Lanka. Accordingly, the Ministry of Finance borrows US$ 100 
million from the ADB on behalf of the Government of Sri Lanka (GoSL) and the banks which also 
called as the Participating Financial Institutions (PFIs) borrows from the GoSL and then lend to the 
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local SMEs at concessionary terms such as lending at lower interest rates than the interest rates 
prevailed in the market. The PFIs can use the repaid loan funds of the borrowed SMEs to build a 
revolving fund and through this, it was expected the maximum utilization of available funds to 
facilitate the local SMEs. 
However, after conducting two auctions of US$ 12.5 million each, the ADB and the 
Ministry of Finance decided to change the auction mechanism into an allocation mechanism where 
all the PFIs are eligible to receive funds from the SMELoC project. The major reason for the 
implementation of this change was the Government`s intention of allowing all the PFIs to participate 
in SMELoC including the Government banks in order to spread the SMELoC funds among needy 
SMEs located in all over the country at a lower interest rate. Accordingly, the remained amount was 
allocated among PFIs through two semiannual allocations where each offer the US$ 37.5 million 
equivalent.  
In order to be eligible to receive a loan from the SMELoC project, a SME should be a 
registered enterprise and should conduct its business activities in a way that is not harmful to the 
environment. There were targeted SMEs under the SMELoC project and those include SMEs led by 
women, SMEs that have not previously borrowed, SMEs that physically locate outside of Colombo 
District and SMEs borrowing for working capital against which fixed or financial assets are not 
pledge.  
 The maximum loan amount that a SME can borrow through this loan scheme is Rs. 50 
million [3] and the repayment period is 10 years including 2 years grace period. Further, the 
on-lending rate of these loans was between 11 - 14%. However, in some exceptional cases banks 
have lent at a rate which is lower than 11% following the instructions of implementing agency in 
order to provide a relief for needy SMEs. Further, this loan scheme was successfully completed in 
October 2018 and financially closed on 10th January 2019 (Department of Development Finance, 
2019).   
                                                      
[3] Rs. 50 million = JPY 31.25 million [based on the exchange rate prevailed on 2019.06.19 (1JPY = 
1.6008 LKR) at the official web site of the Central Bank of Sri Lanka].  
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Section 6. LITERATURE REVIEW 
 
 According to the literature there are many factors affecting on the success of Sri Lankan 
SMEs. As per the results of a study conducted in Kuliyapitiya Divisional Secretariat Division of Sri 
Lanka, it has been identified that the family background of the entrepreneur, decision making skills 
of the entrepreneur, entrepreneurship related training received by the entrepreneur and the 
investment on the business have a greater influence on the success of Sri Lankan SMEs (Ranjith and 
Dayaratna, 2014).   
 Further, there are many issues that hinders the performance of the Sri Lankan SMEs. 
According to the results of a study conducted on the SMEs engaged in furniture and wooden product 
manufacturing in Sri Lanka, some of the issues that the Sri Lankan SMEs faced include financial 
issues, human resources related issues, management of technology, competition, infrastructure 
related issues and issues related to the rules and regulations (Kankanamge, 2011).   
 The lack of access to technology is one of the major issues that hinders the performance of 
Sri Lankan SMEs. Most of the SMEs use inappropriate or outdated technologies due to the lack of 
required funds to invest on technology, unawareness of the available latest technology and the lack 
of knowledge on how to and when to use the latest technologies in their business activities. The 
manufacturing of low quality products, low productivity, higher production costs, high time 
consuming manual processes and difficulty to face the market competition are some of the negative 
results that arise due to this issue (Gamage, 2003). 
 According to the literature, previous researchers have identified the various factors 
affecting on the access to finance. Those factors include the ownership type, sector and location of 
the business, the age of the firm, firm performance, asset tangibility, gender of the owner/ manager, 
perception of the owner/manager, availability of audited financial statements and the experience of 
the owner/manager (Gamage, 2013). According to Gamage (2013), the perceptions of owners and 
managers have a higher relationship with the access to finance in the formal banking sector. 
Therefore, it is important to give certain level of consideration on such firm specific qualitative 
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factors when assessing the loan applications rather than depending on the firm`s financial 
information. Further, it is important for policy makers to take actions to help SMEs to improve their 
financial record keeping skills as having audited financial statement will increase the likelihood of 
receiving financial facilities from formal banking sector (Gamage, 2013).  
 In another study, it has been also identified that the lack of required capital as one of the 
major issues faced by Sri Lankan SMEs (Gamage, 2003). According to that researcher, poor access 
to finance, lack of knowledge on bank procedures, failure to provide acceptable collaterals and long 
delays associated with loan approval process of the formal banks have caused to occur the issue of 
lack of required capital (Gamage, 2003). Actually, this issue has prevented most of the SMEs from 
expansion and ended up many SMEs with insolvency. This also highlighted the need of 
concessionary loan schemes that specially targeting the SME sector. Since the Sri Lanka is a 
developing country with the lower middle-income level status, the country lacks the funds required 
to lend for local SMEs to meet their vast financial needs. Therefore, there is an important role to play 
for foreign lending institutions such as the ADB, JICA and World Bank in filling this gap by 
providing funds to the Government of Sri Lanka at concessionary terms.   
 
26 
CHAPTER 3. RESEARCH HYPOTHESES AND METHODOLOGY 
Section 1. IMPORTANCE OF THE RESEARCH 
 As mentioned in the introduction, Sri Lanka still has not been able to obtain the maximum 
contribution of country’s SME sector in the process of economic and social development when 
compared to the other developed and developing countries due to the poor performance of those 
SMEs. In order to increase the SMEs’ contribution to the GDP and to support local SMEs to move 
towards the next higher level in the business field, it is needed to identify the reasons behind their 
poor performance and address those issues accordingly. Among the many issues faced by the local 
SMEs, the major issue is the difficulty to find and obtain their financial requirements from the 
formal banking sector, in other words, access to finance. As highlighted in the literature, this is 
happened as banks reluctant to lend SMEs considering their inability to provide acceptable collateral, 
lack of business experience and poor financial records.  
 Therefore, all the Governments that have come to the power have taken actions to 
facilitate local SMEs to access to suitable financing facilities by introducing many concessionary 
loan schemes. In this process, there were many supporters and partners such as Government and 
private local banks, Government institutions and foreign funding agencies such as Asian 
Development Bank (ADB) and Japan International Corporation Agency (JICA). 
 However, Sri Lankan SMEs are still have not reached to the full potential and the majority 
of those SMEs are still struggling to grow further as well as for the survival. Therefore, the country 
is losing an important opportunity to ensure the inclusive development that it can easily gain from 
this promising sector. 
 Accordingly, it is important to investigate whether those concessionary loan schemes 
actually reach to the expected needy SME segments such as SMEs led by women, SMEs located 
outside the Colombo district, SMEs that have not borrowed previously which are new SMEs and, 
micro and small firms. 
 Therefore, through this research, it is expected to study on whether the foreign funded 
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concessionary loan schemes actually provide the required financial assistance to those needy SME 
segments. Accordingly, this study will be done by assessing the impact of those firm characteristics 
on likelihood of receiving loans from the SMELoC project which mentioned in the previous chapter.          
Section 2. RESEARCH HYPOTHESIS AND CONCEPTUAL FRAMEWORK 
 As mentioned in the SMELoC section of the background and the literature review chapter, 
it was expected to support women led SMEs, SMEs that haven’t borrowed previously, SMEs located 
outside from Colombo and, micro and small scale SMEs through the SMELoC project. Even though, 
there were other foreign funded and locally funded concessionary loan schemes in Sri Lanka, 
SMELoC was the only foreign funded loan scheme that specifically targets some special segments in 
the local SME sector such as first time borrowers. Further, the Government believed that this loan 
scheme would be a greater success and a good model for future foreign funded loan schemes.  
 There are many factors affecting on the success of a loan scheme. Among those various 
factors, it is important to measure the impact of the loan scheme on its targeted groups. Identifying 
whether the SMELoC concessionary loan scheme actually provided the required financial assistance 
to its targeted needy SME segments will help the policy makers to design and implement more 
productive loan schemes in future which address the respective targeted segments more productively.  
The research question is as follows; 
“Do foreign funded SME concessionary loan Schemes truly provide the required financial assistance 
to the needy SME segments?”     
Research Objectives 
The objectives of this research are as follows: 
1. To identify whether foreign funded loan schemes truly provide the required financial assistance 
to the needy segments of the Sri Lankan SME sector. 
This is the main objective of this research. As mentioned in the above it is important to 
identify whether the foreign funded loan schemes truly provide the required financial 
assistance to the needy segments of the Sri Lankan SME sector. If those loan schemes truly 
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met the financial needs of those needy SME segments then there is a value for the effort 
and interest paid by the Government on those foreign loans. So far, the Government has 
implemented many such foreign funded loan schemes and Sri Lankan SME sector is still 
lagging behind the targeted performance. Therefore, this is the high time to identify the 
effectiveness of those schemes on meeting financial needs of needy SME segments. 
2. To identify the Impact of SME characteristics on likelihood of receiving foreign funded 
concessionary loans which targeting SMEs. 
Through this research, it is expected to assess the impact of selected SME characteristics 
on likelihood of receiving foreign funded concessionary loans which targeting SMEs. The 
main purpose of achieving this objective is to ensure the first objective which is the main 
objective of this research. The SME characteristics that are used for this analysis are the 
special characteristics of the needy SME segments of the country. By measuring the 
impact of those characteristics on likelihood of receiving loans, it can be identified 
whether this loan schemes effectively reach to the needy SME segments of the country as 




• H1 :  Locating outside Colombo have an impact on likelihood of receiving foreign funded 
SME loans. 
This hypothesis considers the impact of location of the SME on likelihood of receiving 
foreign funded SME loans. The Government have identified that the SMEs located in 
rural areas struggle to expand and survival due to the lack of financial assistance at 
concessionary terms. Therefore, SMEs located outside the Colombo was also made as a 
target segment of the SMELoC project. Accordingly, it is important to identify the real 
impact of locating outside the Colombo on receiving a loan from the SMELoC project.  




This hypothesis emphasizes that being a first time borrower has an impact on likelihood 
of receiving foreign funded SME loans. Identifying the importance of supporting the 
newly established SMEs, those new enterprises that have not borrowed previously was 
considered as one of the targeted segments of the SMELoC project. Therefore, it is 
important for policy makers to identify the actual condition of that segment on receiving 
a loan from SMELoC project.    
• H3 : Gender of borrowers has an impact on likelihood of receiving foreign funded SME 
loans. 
According to this hypothesis, consider the impact of being a women borrower or male 
borrower and its impact on likelihood of receiving a foreign funded SME loan. In Sri 
Lankan context, the borrower is also the owner of the particular enterprise. The 
SMELoC project also targeted the women-led SMEs with the intention of empowering 
Sri Lankan women. In this analysis, women borrowers get the major concern.  
• H4 : Firm size has an impact on likelihood of receiving foreign funded SME loans. 
This hypothesis will be measured by using the number of employees in a particular 
SME to represent the firm size and using the loan amount received by that SME through 
the SMELoC project. As per the SME definition of Sri Lanka, when it measured by 
considering the number of employees, an enterprise can be considered as a SME when it 
has employees less than 300 if in manufacturing sector or less than 200 if it is in 
services sector. In Sri Lankan context, bigger firms employ the higher number of 
employees. Accordingly, it is expected to measure how the firm size has impacted on 
receiving a loan from SMELoC project. 
 
Conceptual Framework 
The Figure 12 illustrates the conceptual framework which has been developed based on 
the research question, research objectives and hypotheses. According to it, there is a positive 
relationship of SMEs` firm size, gender of borrowers, being located outside the Colombo and being 






Figure 12 : The Conceptual Framework of the Research 
Section 3. DATA SOURCE, VARIABLES AND EMPIRICAL STRATEGY 
 The firm specific data was collected from the internal database of the SMELoC project 
held at the project office in the Department of Development Finance of the Ministry of Finance, Sri 
Lanka. The department has a separate project office to implement and monitor the SMELoC project 
and there it maintains a database for the loan approval and monitoring purposes. The firm specific 
data was collected in terms of borrowed loan amount, gender of owners, no. of employees and 
whether the SME located in Colombo or outside. There are 1,748 observations in the dataset. 
 The Department of Development Finance is one of the major institutions that engages in 
developing, coordinating, implementation and monitoring of policies, strategies as well as various 
development activities related to the Sri Lankan grass root level people such as agriculture, 
microfinance, housing, SME sector and, finance and insurance sector. The aim of the department is 
to ensure the socio-economic development of the people in the grass root level of the country while 
obtaining their contribution to the economic development of the country as a whole. The department 
also implements many concessionary loan schemes together with local banks by providing interest 
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subsidies for the loans provided to needy segments in the society such as SMEs, agriculture sector, 
housing sector, floriculture sector and etc. The “Enterprise Sri Lanka” project which is the ongoing 
major concessionary loan schemes project targeting the aforesaid sectors is also implemented 
through the Department of Development Finance.  
Dependent Variable 
 The dependent variable is the loan amount received by each small and medium sized 
enterprise through the SMELoC project. The value is in rupees million. The SMELoC project is 
implemented through 10 Participating Financial Institutions, which are banks, covering the whole 
country. The total of US dollar 100 million were distributed through those Participating Financial 
Institutions in local currency equivalent. As mentioned in the Chapter 2, the maximum amount that a 
particular SME can borrow is Rs. 50 million. This cap has been put in order to allow higher number 
of SMEs to be beneficial through this loan scheme. A loan can be an investment loan, working 
capital loan or a combine loan. Further. Data label that is used to represent this dependent variable is 
the “Loan_Amount”. 
Independent Variables 
 There are four independent variables which are outside Colombo, first time borrowers, 
gender of borrowers and firm size.  
• Outside Colombo 
 This independent variable is a dummy variable which categorizes whether the SME is 
located in Colombo or outside Colombo. `Colombo` means the Colombo district of Sri Lanka where 
the country`s commercial capital `Colombo city` and the administrative capital `Sri 
Jayawardenapura Kotte` are located. If a SME located outside Colombo it is given 1 while a SME 
located in Colombo is given 0. SMEs located outside the Colombo has been made as one of the 
targeted customer segments of the SMELoC project with the intention of supporting more SMEs that 
actually need financial support for further expansion as it is difficult for SMEs located in rural areas 




• First time Borrowers 
 This variable is also a dummy variable and it categorizes whether the borrower is a first 
time borrowers or not. If the borrower is a first time borrower it is given 1 and 0 otherwise. This is 
also a targeted needy SME segment of the SMELoC project. Being a first time borrower means that 
the borrower has not previously borrowed from a Licensed Commercial Bank or Licensed 
Specialized Bank for the purpose of meeting a financial need of the particular business. These 
borrowers can also be considered as new SMEs, as in Sri Lankan context a business has to borrow 
within a year from its establishment for the expansion purposes. First time small and medium sized 
entrepreneurs that might have previously obtained consumer loans are also eligible as new 
businesses as they have not borrowed for the business purposes.  
• Gender of Borrowers 
 This variable relates to the gender of owner of a particular SME. In Sri Lankan context, 
normally the owner become the borrower too. This variable is a dummy variable where being a 
women borrower is given 1 while being a male borrower is given 0. Currently, in Sri Lanka there are 
many women-led SMEs and therefore, the Government wanted to facilitate those business women to 
enter into next higher level of their business ladder. With that intension, women-led SMEs was 
considered as one of the target SME segments of the SMELoC project. 
• Firm Size 
 It is used the number of employees in each SME in order to measure the firm size. This 
variable is a continuous variable. Even though, the SMELoC project is for all the Sri Lankan SMEs, 
it was expected to specially cater the financial needs of micro and small sized enterprises as the 
Government wanted to help those enterprises to expand and grow into next higher level in the 
business field. With that intension, the Participating Financial Institutions were instructed to reach 
such entrepreneurs as much as possible.    
 The Table 4 summarizes the above mentioned information of the independent variables in 
order to make it easier to understand. This table also presents the data labels that will be used to 
represent the each of the independent variables in the analysis and results.  
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Table 4 : Summary Table of the Independent Variables 
 
Independent Variable Data Label Description 
1. Outside Colombo Outside_Colombo Dummy variable. Location of the SME.  
0 : Colombo,  
1 : Outside Colombo 
2. First time Borrowers First_Borrowed Dummy Variable.  
0 : Experienced borrowers,  
1: First time borrowers 
3. Gender of Borrowers Women_led Dummy Variable 
0 : Male led, 
1 : Women led 
4. Firm Size Firm_Size No. of employees 
 
Empirical Strategy 
 This study will be done by using the Multiple Linear Regression (MLR) analysis as the 
main analysis. There are 1,748 observations in the main sample and the unit of analysis is the firm.   
 The following is the empirical equation that will be tested through the analysis.  
𝐿𝑜𝑎𝑛 𝑎𝑚𝑜𝑢𝑛𝑡 = 𝛽0 + 𝛽1 𝑂𝑢𝑡𝑠𝑖𝑑𝑒 𝐶𝑜𝑙𝑜𝑚𝑏𝑜i + 𝛽2 𝐹𝑖𝑟𝑠𝑡 𝑡𝑖𝑚𝑒 𝑏𝑜𝑟𝑟𝑜𝑤𝑒𝑟𝑠 i + 𝛽3 𝐺𝑒𝑛𝑑𝑒𝑟 i + 𝛽4 𝐹𝑖𝑟𝑚 
𝑆𝑖𝑧𝑒 i + e 
 First, the multiple linear regression analysis will be conducted for the all island sample 
which contains the 1,748 observations. Then, the all island sample will be divided into two sub- 
samples as Colombo sample and outside Colombo Sample. The Colombo sample has the 190 
observations while outside Colombo sample having 1,558 observations. Then a comparison will be 
made based on the descriptive statistics as well as the regression results of both the samples.  
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CHAPTER 4. ANALYSIS AND RESULTS  
Section 1. DESCRIPTIVE ANALYSIS 
 The Table 5 indicates the summary statistics. As mentioned in the previous chapter, the 
data of 1,748 Sri Lankan Small and Medium Sized Enterprises is included in the database used for 
this analysis. In that database, there are observations on loan amount, whether the firm is located in 
Colombo or outside Colombo, whether the borrower is a first time borrower or not, whether the 
owner of the firm is a woman or not and the number of employment in each firm.  












Loan_Amount 1,748 8.706984 11.09614 0.05 50 
Outside_Colombo 1,748 0.8913043 0.3113461  0 1 
First_Borrowed 1,748 0.2608696 0.4392346  0 1 
Women_Led 1,748 0.278032 0.4481575  0 1 
Firm_Size 1,748 66.44336 33.87841  6 125 
 
 
 The variable Loan_Amount is the dependent variable of this analysis. As per the summary 
statistics, the lowest loan amount disbursed through the SMELoC loan scheme is the Rs. 50,000[4] 
and the highest loan amount that was disbursed is the Rs. 50 million [5]. Accordingly, there is a huge 
gap between the highest and lowest loan amount disbursed. This indicates that, the financial needs 
prevailed among Sri Lankan SMEs are extremely different. While some firms are struggling to meet 
very small needs by utilizing a very small loan amount there are other firms that want to meet 
extremely higher financial needs.  
                                                      
[4] Rs. 50,000 = JPY 31,250 [For this purpose, the author used the rounded figure of the exchange rate 
prevailed on 2019.06.19 (1¥ = 1.6008 LKR) at the official web site of the Central Bank of Sri Lanka].  
[5] Rs. 50 million = JPY 31.25 million [For this purpose, the author used the rounded figure of the 
exchange rate prevailed on 2019.06.19 (1¥ = 1.6008 LKR) at the official web site of the Central Bank of 




Figure 13 : Frequency Histogram of the Loan Amounts disbursed through the SMELoC 
 
 In addition to that, the Figure 13 indicates that the majority of loans are less than Rs. 10 
million. When consider the frequency results, the loans between Rs. 1 million – Rs. 3 million are the 
highest demanded loan amounts. By looking at these results, it can be easily identified that Sri 
Lankan SMEs are still in the growing stage and majority of them can only capable to obtain loans 
less than Rs. 10 million. As per the discussions had with the representatives of some banks [6], banks 
have wanted to disburse the amount they borrowed from the Government in bigger loan amounts 
quickly as possible to meet their targets. However, when banks reached to the targeted SMEs, some 
of those SMEs have requested very lower loan amounts. Further, based on the results of the 
feasibility assessment, the banks have had to reduce the approved loan amount for some SMEs. 
 In this study, the firm size is measured by the number of employees in a particular firm. 
Accordingly, the SME that employs a lowest number of employees has 6 employees while the SME 
                                                      
[6] The Participating Financial Institutions (PFIs) of the SMELoC are the selected Government owned and 




that employs the highest number of employees has 125 employees. Further, the Government 
encouraged banks to lend more to the micro and small size firms in order to allow those firms to 
grow further and contribute more to the country`s economic development.  
 Moreover, the other independent variables which are Outside_Colombo, First_Borrowed 
and Women_Led are dummy variables. 
 
 
Figure 14 : Share of loans disbursed to the SMEs located outside the Colombo and SMEs 
located Colombo 
 
 The Figure 14 indicates the share of loans disbursed to the SMEs located outside the 
Colombo and SMEs located Colombo out of the total number of loans disbursed through the 
SMELoC project. Accordingly, 89.13% of loans have been disbursed to the SMEs located outside 
the Colombo which is one of the targeted needy SME segments of the SMELoC project. The actual 
number is 1,558 loans. Further, only 10.87% loans out of the total number of loans disbursed to the 





Figure 15：Share of loans disbursed to the experienced borrowers and first time borrowers 
 
 The Figure 15 indicates the share of loans disbursed to the experienced borrowers and first 
time borrowers out of the total number of loans disbursed through the SMELoC project. First time 
borrowers segment is one of the needy SME segment which was targeted to facilitate through the 
SMELoC project.  
 According to the chart, 73.91% of loans have been disbursed to the experienced borrowers 
and the actual figure is 1,292 number of loans. That mean majority of borrowers have previously 
borrowed from a Licensed Commercial Bank or Licensed Specialized bank to meet the financial 
needs of the particular SME. First time borrowers are account for 26.09% of loans out of the total 
number of loans and the actual figure is 456 number of loans. These first time borrowers are the 
recently established new SMEs and it is important to cater their financial needs in order to facilitate 





Figure 16 : share of loans disbursed to the male-led SMEs and women-led SMEs 
 
 The above Figure 16 indicates the share of loans disbursed to the male-led SMEs and 
women-led SMEs out of the total number of loans disbursed through the SMELoC project. 
Women-led SMEs are one of the targeted needy SME segments of the SMELoC project. According 
to the chart, 72.2% of loans out of total number of loans were disbursed to the male-led SMEs while 
remaining 27.8% of loans disbursed to the women-led SMEs. The actual number of loans disbursed 
to the male-led SMEs and women-led SMEs are 1,262 loans and 486 loans respectively. 
Section 2. CORRELATION AND REGRESSION RESULTS OF THE MAIN SAMPLE 
Correlation Results of the Main Sample 
 As per the results of the correlation matrix in Table 6, none of the variables indicates a 
considerable correlation. However, the results of the correlation do not completely mean that there is 
no relationship between variables. Further, Outside_Colombo, First_Borrowed and Women_Led are 
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dummy variables. Moreover, there would be a nonlinear relationship between these variables. A 
regression will be run in order to get an accurate understanding about the relationship of these 
variables.    
Table 6 : Correlation Matrix  
  
Variables (1) (2) (3) (4) (5)  
(1) Loan_Amount 1.0000 
   
(2) Outside_Colombo -0.1245 1.0000 
   
(3) First_Borrowed -0.0978 -0.0227 1.0000 
  
(4) Women_Led -0.0393 -0.0746 0.0733 1.0000 
 
(5) Firm_Size 0.0568 0.0063 -0.0124 -0.0197 1.0000 
 
Regression Results of the Main Sample 
 According to the results illustrates in Table 7, Outside_Colombo and First_Borrowed have 
a statistically significant but negative impact on the Loan_Amount while firm size having a 
statistically significant positive impact on the Loan_Amount. Further, Women-led has a marginally 
significant but negative impact on the Loan_Amount.  
 The coefficient of the Outside_Colombo is -4.638214 and that means being in the outside 
Colombo causes to receive a lower approved loan amount. The majority of SMEs that located 
outside the Colombo conduct their business activities in a lower scale and their profitability level is 
low when compared to the Colombo-based competitive SMEs. Further, the management skills and 
experience in the business field of the SMEs located outside Colombo is comparably low. Therefore, 
banks are reluctant to offer them a higher amount of money as a loan since banks consider the 
repayment capacity, future potential and loan utilization skills of those SMEs. As a result of this, 
SMEs located outside Colombo have received lower amounts as loans compared to SMEs located in 
Colombo. However, according to the banks, there was a higher demand on the SMELoC project 
from the SMEs located outside the Colombo due to the concessionary terms of this loan scheme.  
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Table 7 : Regression Results of the Main Sample 
 
Variables (1) 














Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
 The coefficient of the First_Borrowed is -2.451504 and it means being a SME that have 
not previously borrowed causes to receive lower amount as the approved loan amount. Due to the 
lack of experience in the business field, lack of collateral, lack of financial history and not having 
proper financial records as well as lack of managerial skills made those first time borrowers low 
eligible to receive higher loan amounts through the formal banking sector. Even though, the 
Government push banks to meet the targets by reaching more first time borrowers, banks always 
consider aforementioned factors when issuing a loan to a first time borrowers as banks pay a higher 
attention on the repayment ability of borrowers. According to a representative from a bank, it is 
natural that banks try to reduce the loan amount requested by the first time borrowers after 
considering the financial condition and the repayment ability of those borrowers as banks always try 
to mitigate risks. The experienced borrowers who already have the experiences in borrowing from 
the formal banking sector, who own established enterprises as well as who maintain strong 
relationships with banks can easily get the full amount that they apply from the bank as a loan.  
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 Women_Led indicates a marginally significant negative impact on the Loan_Amount. Its 
coefficient is -1.010112. That means being a women SME borrower causes to lower the loan amount 
received from the SMELoc project. Since the Government encouraged banks to reach more needy 
women SME borrowers, banks struggled to meet that requirement. According to a higher ranked 
officer of one private bank, it has been very difficult for them to find women SME borrowers and 
sometimes their officers have had to go for field to find such borrowers. The major reason for this 
could be the type of businesses owned by women. There are many women-led enterprises in Sri 
Lanka especially in rural areas. But most of those enterprises engage in business activities such as 
retailing, sewing and restaurants which run in a very small scale. Since the financial requirements of 
those small businesses are very low, they can manage the expenses by using the profit of those 
business and their family support. Further, it is normal that typical Sri Lankan women do not like to 
borrow. Therefore, even if they had to borrow, they do not tend to borrow in higher amounts. In 
addition to that, banks also be more careful when lending to female entrepreneurs as they believe 
that the businesses run by women have a short life span and internal issues.  
 According to the results, Firm_Size indicates a positive and significant impact on the 
Loan_Amount. That means bigger firms tend to get higher loan amounts through the SMELoC 
project. Mainly, the banks in a need to quickly disbursed the full loan amount that they borrow from 
the Government through the SMELoC project. Therefore, higher management of banks use their 
field officers to reach the regular customers of those banks as well as established SMEs in order to 
find out borrowers for this loan scheme. In that sense, banks try to create a willingness to borrow in 
the minds of their preferred already established SMEs. In addition to that, banks consider converting 
the existing loan applications that they have received for normal borrowing to SMELoC loan scheme. 
In that way, there are higher chances for big SMEs to borrow through SMELoC project than small 
SMEs. This eliminates the opportunity of needy SMEs to borrow at concessionary terms under a 
SME friendly loan scheme. Even though, there are applications from those micro and small size 
enterprises, in most cases banks reduce their applied amount when approving based on the site 
investigation results. In this investigations, banks assess the current performance of the enterprise, 
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future potential, possible issues, financial records, details of previous loans, collateral and the 
repayment capacity. Therefore, this hinders the Government`s main objective of transferring this 
SMELoC fund to needy SMEs that actually want to expand or ensure their survival.   
Section 3. COMPARISON OF COLOMBO SAMPLE AND OUTSIDE COLOMBO SAMPLE 
 It is expected to do a comparison study between Colombo sample and the outside the 
Colombo sample under this chapter. The main sample which contains 1,748 observations were 
divided into two samples based on the location. One sample contains the loans disbursed to the 
SMEs located in Colombo district where the country`s capital city located. This sample has the 190 
observations. Other sample contains the loans disbursed to the SMEs located outside the Colombo 
district. This outside Colombo sample has 1,558 observations. The comparison will be done based 
on the frequency of loan amounts disbursed, share of the loans disbursed to women-led enterprises, 
share of the loans disbursed to first time borrowers and regression results.  
 
 






Figure 18 : Frequency of Loan Amounts of the Colombo Sample 
 
 The Figure 17 is on the frequency of loan amount of the outside the Colombo sample and 
it indicates a much similar pattern to the same of the main sample which contains the all island data. 
Majority of loans are less than Rs. 10 million. It further indicates that the loans up to Rs. 5 million 
show the high frequencies. By looking at this graph, it can be assumed that borrowing requirements 
of majority of the Sri Lankan SMEs located outside the Colombo remain below Rs. 10 million.  
 In real context, the size of many SMEs located in remote areas are small and those 
entrepreneurs normally do their investments step by step in small amounts. Therefore, their 
borrowing requirements might be little. However, those entrepreneurs have different types of 
borrowing purposes such as meeting working capital requirements, equipment or machinery 
purchasing and expansion or renovation of the factory or shop building. In this sense, there might be 
considerably higher financial needs too. However, as per a higher ranked official of a bank, there 
were SMEs that applied for higher loan amounts and some of those borrowers have received their 
applied loan amount as it is while others have not. In normal context, banks thoroughly investigate 
the repayment ability, existing non-performing loans and future potential of the particular enterprise 
when lending to any SME. The representatives of the bank visit the business premises and asses the 
current situation and future potential of those borrowing enterprises prior to their approval process. 
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In case if they feel that a particular borrower does not have the required capacity to repay the applied 
amount, they will definitely reduce the applied loan amount when approving that loan amount.   
 According to the Figure 18, in Colombo sample, majority of loans are less than Rs. 30 
million. It further indicates that the SME borrowers in Colombo District have borrowed in higher 
amounts compared to the SME borrowers in outside the Colombo. However, the number of 
observations of Colombo sample are considerably low when compared to the outside Colombo 
sample. Further, the overall pattern of the frequencies still remains the same to the main sample.  
 The majority of SMEs located in Colombo district are stable and shows a good future 
potential. Further, most of those enterprises have built a good relationship with the banks and 
therefore they have already built a mutual trust. This has made SMEs located in Colombo district 
easier to borrow from the banks. However, there are such well-established SMEs that have built a 
good relationships and mutual trust with banks in remote areas too. Those SMEs too easily receive 




Figure 19 : Share of the Gender of Borrowers 
 
 As indicated in the Figure 19, the loans disbursed to the women-led SMEs accounted for 
37.37% out of the total number of loans disbursed in Colombo sample and the actual number is 71 
loans out of 190 loans. Further, the share of the loans received by the women-led SMEs is 26.64% 
out of the total number of loans disbursed in the outside Colombo sample and the actual number is 
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415 loans out of 1558 loans.  
 Even though, there are not any statistical evidences, based on the field experiences and 
evidences of divisional level government officers there are many women-led enterprises in remote 
areas of Sri Lanka. In normal context, some women have started micro or small businesses to 
support their husbands to maintain the family. Further, there are some other women such as widows, 
divorced women and wives of handicapped males or soldiers who started micro or small businesses 
to ensure the survival of their family. Because of the competition in the market, all of those 
women-led entrepreneurs need financial assistance to ensure the survival and growth of their 
enterprises.  
 Therefore, the Government have identified the importance of supporting these women-led 
enterprises as it ensures the wellbeing of the society as well as the inclusive growth. Therefore, with 
the intension of supporting such needy women-led SMEs, the ADB and the Government of Sri 
Lanka put a condition on participating banks of SMELoC that at least 20% of loans out of total 
number of loans disbursed by each bank should be given to women-led enterprises. However, the 
Government encouraged banks to reach more and more women-led entrepreneurs as there are many 
women entrepreneurs who need financial assistance.  
 However, the Figure 19 proves that there has not been a considerable participation of 
women-led entrepreneurs in this loan scheme especially in the outside Colombo. The reason for the 
difference between the two samples is the education level and the awareness level.  
 Women entrepreneurs in the Colombo district are comparably more educated than that of 
in rural areas and they are also pay special attention on expansion opportunities and available 
funding options. According to the representatives from banks, majority of women entrepreneurs in 
Colombo District has previous experiences in borrowing from the formal banking sector and 
majority of them has built a good relationship with banks too. The reason for the lower share of 
women-led borrowers in Colombo sample is the perception of Sri Lankan women. They do not like 
to borrow regularly unless they have a real need.      
 Majority of women entrepreneurs in rural areas are just continuing their existing 
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businesses and even though they want to expand their businesses, there are no one to help them 
financially in order to achieve that task. Even banks refuse to offer them higher loan amounts as they 
do not have acceptable collaterals and proper financial records. Because of those issues, women also 
reluctant to ask for the loans from the formal banking sector. That is the reason for the low 
participation of women-led entrepreneurs in the borrowing from the SMELoC project in outside 




Figure 20 : Share of the First Time Borrowers and Experienced Borrowers in Loan Portfolio 
 
 
 As in the Figure 20, share of the first time borrowers in the Colombo sample is around 
29% out of the total number of loans in the sample. Further, the share of first time borrowers in the 
outside Colombo sample is around 26% out of the total number of loans in that sample. Both the 
samples do not indicate much difference in the shares of the first time borrowers out of the total 
number of loans in each sample. This indicates that the banks have preferred the experienced 
borrowers rather than first time borrowers when disbursing loans. As per an official of a participating 
bank, they have considered the business experience, availability of proper financial records and 
repayment ability when lending to new businesses. Since the first time borrowers are new businesses 
owners, banks reluctant to offer them loans specially in higher amounts.  
 The banks have lent first time borrowers after the careful investigation of the business 
proposals, future potential and collaterals of those borrowers as the Government advised the banks to 
 
47 
lend first time borrowers to support them for expansions or modifications of their businesses and 
grow further. However, some banks complained that whether the Government can provide a 
guarantee on the loans given to such borrowers as banks do not like to take a risk. Further, some 
banks have complained that it is difficult to find first time borrowers as majority of existing 
enterprises have already borrowed at least for once while others do not come to banks due to the lack 
of awareness. Therefore, those banks said that they had to send officers to the field to find the first 
time SME borrowers. Because of this reason, banks stop their efforts of reaching to this needy 
segment once they have met the targets. However, most of micro and small enterprises in rural areas 
who actually needs funds at concessionary terms do not aware about this loan scheme and they 
reluctant to come to the banks asking financial facilities due to the fear of borrowing from formal 
banks as well as the fear of rejection. As a result of above mentioned reasons, those needy SMEs 
have failed to get the benefit from this loan scheme.    
 However, it has been identified by the Government officials in the rural divisions that there 
are many SMEs that have not previously borrowed from the formal banking sector due to the lengthy 
approval process, difficult paper works and collateral requirements. Instead they tend to borrow from 
local people who lend at a higher interest rates and pawn brokers as those people lend quickly 
without taking time for heavy paper works. Unfortunately, this have led those poor SMEs into a 
borrowing trap and eventually they lost everything including their businesses as they cannot bear the 
higher interest rates imposed by those local lenders. Not only new SMEs but also the SMEs in very 
rural areas of the country face this unfortunate situation and then collapse.   
 As per the Table 8, First_Borrowed and Firm_Size indicates the statistically significant 
results in the outside Colombo sample. However, First_Borrowed has a negative impact while the 
Firm_Size has a positive impact on Loan_Amount. Further, only First_Borrowed shows the 
statistically significant results in the Colombo sample and it is also has a negative impact on the 
Loan_Amount. In addition to that, in Colombo sample Women_Led also has a negative but 


































Observations 1558 190 
 
R-squared 0.0115 0.0822 
Standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
 According to the results illustrated in the Table 8, the First_Borrowed indicates a 
statistically significant but negative impact on the Loan_Amount in both the samples. It denotes that 
being a first time borrower have caused to receive a lower amount as a loan under the SMELoC 
project and being in the Colombo district or outside Colombo district did not have a bigger impact 
on it. This can be acceptable as banks thoroughly investigate the repayment capacity and future 
potential when lending to the first time borrowers, and it does not depend on the location of the 
SME.  
 In the Colombo district, Women_Led indicates a marginally significant but negative 
impact on the Loan_Amount. That means, being a woman-led SME has caused to lower the loan 
amount received under the SMELoC. But it is difficult to measure the impact of the location in all 
these conditions with the available data as the Colombo sample is considerably smaller when 
compared to the outside Colombo Sample. Further, there might be other variables that have affected 
on the loan amount received too.      
 
49 
 In the outside Colombo sample, Firm_Size indicates a statistically significant and positive 
impact on the Loan_Amount. It implies that the big firms tend to receive higher amounts as a loan 
from SMELoC. This can happen as the enterprises in Colombo district locate in a very competitive 
environment and they regularly depends on bank loans to meet their investment needs. Therefore, 
the enterprises located in the Colombo district have a good relationship with banks despite the size 
of the firm. Therefore, banks might not have bothered about the size of the firm of their regular 
customers when disbursing the loans under the SMELoC project. However, in the remote areas only 
bigger companies that involve in business activities in a larger context become regular customers of 
banks. Therefore, in outside Colombo area, there is a higher possibility for bigger firms to receive 
their initially applied higher amount as the approved loan without any reductions.     
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CHAPTER 5.  CONCLUSION  
Conclusion and Policy Implications 
 Through this research it has been expected to identify whether the foreign funded 
concessionary loan schemes genuinely provide the required financial assistance to the needy SMEs 
segments based on the case of the SMELoC project of Sri Lanka funded by the ADB. Here, the 
needy SMEs means the micro and small enterprises, women-led SMEs, SMEs that have not 
previously borrowed (new SMEs) and SMEs located outside the Colombo district. In order to 
measure this scenario, it has been tried to identify the Impact of SME characteristics on the loan 
amount received through the SMELoC Project. Those SME characteristics used for this analysis 
were the characteristics of those needy SME segments. 
 According to the results of the analysis, it has been proved that the SMELoC project has 
not able to provide considerable financial assistance to the targeted needy SME segments. However, 
the banks and the project itself have been able to disbursed the funds prior to the pre-decided 
deadlines. Further, the majority of participating banks have been able to meet the pre-decided targets 
of loans disbursed to needy SME segments out of the total number of SMELoC loans disbursed by 
those banks. However, when considering the loan amounts disbursed to the needy SMEs, the 
SMELoC project has not properly served to those needy SME segments of the country. Those needy 
SMEs which are micro and small enterprises, women-led SMEs, SMEs that have not previously 
borrowed (new SMEs) and SMEs located outside the Colombo district have received lower loan 
amounts when compared to their opposites.    
 As a general practice, if the borrowing is for a business purpose, banks visit the borrower`s 
business location for an investigation before approving the loan. Further, banks asses the current 
business situation, future potential, condition of previous borrowings, collateral and the repayment 
capacity of respective borrowers. If the bank completely dissatisfied about a particular borrower`s 
condition, bank just reject the application. However, in many cases of the SMELoC, banks have tried 
to offer loans to needy SMEs in lower values after considering the feasibility of borrowers. Further, 
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it has been identified that already established and comparably bigger enterprises that have built a 
good relationship with banks have been able to easily get the loan amount that they have applied. 
Moreover, according to the genuine representatives of banks, they have tried to reach their existing 
customer base to distribute the SMELoC funds quickly in order to meet the disbursement deadlines 
rather than trying to reach the needy SMEs. 
 It is acceptable that the loan scheme received a good demand and disbursed quickly among 
local SMEs through the participating banks. However, this study helped to identify that the loan 
scheme has not provided the considerable financial assistance to the targeted needy SMEs by 
offering loan amounts that are enough to make a considerable improvement in their existing business 
activities. These findings can be commonly applied to the other SME targeted loan schemes 
implemented in Sri Lanka as the same banks/ PFIs play the intermediary role in the loan 
disbursement process. Therefore, it is important for policy makers to think in a different and 
innovative way to facilitate the distribution of these concessionary loan funds among actual needy 
SMEs of the country.   
 It is important to build a comprehensive mechanism with a proper monitoring process in 
order to prevent these loan funds to reach the already established SMEs that actually do not have a 
need of borrowing. Furthermore, the Policy makers should consider the means to reach the SMEs 
that genuinely need funds for the expansion purposes or the survival. Then policy makers should 
instruct banks to reach those needy SMEs and to ensure the equal distribution of loan funds among 
all those needy SME segments located in all over the country. Furthermore, it is importance to 
establish flexible deadlines for the banks to meet targets and it will make it possible to reach these 
loan funds to actual needy SMEs by preventing banks from reaching to the already established 
SMEs which are in their regular customer base. 
 In addition to that, it is important to consider about the establishment of a Government 
supported credit guarantee scheme as most of the banks ask the guarantee of the Government in 
order to lend more to risky SME segments such as first time borrowers, SMEs located in most rural 
areas, SMEs owned by persons with poor educational level, women-led SMEs and, micro and small 
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size enterprises. This will definitely encourage banks to genuinely reach those needy SMEs. Then, it 
will eventually help the Government to achieve its goals of implementing this kind of SME targeted 
foreign funded concessionary loan scheme which are the maximizing the contribution of the SME 
sector towards the country`s economy while ensuring the rural development, employment generation, 
women empowerment and inclusive growth.  
Limitations 
 However, this research has some limitations too. This study was conducted by using the 
firm specific data on the loan amount borrowed, number of employees, whether the borrowing SME 
is a first time borrower or not, whether the owner of the SME is a female or male and whether the 
borrowing SME located in Colombo district or outside the Colombo district. Those data were 
available in the SMELoC database held in the Department of Development Finance of the Ministry 
of Finance, Sri Lanka. Further, there might be other firm specific factors affecting on the borrowing 
decision such as personal believes and characteristics of borrowers, owner`s business experience, 
financial condition of the SME, nature of the business and availability of other income sources. 
However, this research had to be limited to the available data.  
 Furthermore, it is important to collect data from other sources in a formal way such as 
conducting formal interviews with the representatives from the PFIs and SMELoC borrowers. It will 
provide a broader understanding on the performance of the SMELoC project.  
 Unavailability of some important data such as the data on the financial position of SMEs 
and the nature of business activity also limited this study. The geographical distance from the 
location of the researcher and the researching country has also mattered as it was required to take a 
considerable effort to clarify issues aroused when performing the study.   
 This study aimed to identify whether the funds of foreign funded concessionary loan 
schemes properly reach to the needy SMEs segments. According to the results, those loan funds have 
not effectively reached to the needy SME segments. However, the banks have been able to reach at 
least to the targeted coverage of each of those needy SME segments such as disbursing 20% of loans 
to the women-led SMEs out of the total number of loans. However, there is a selection biasness of 
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this research as the results were generated by performing a study on the SMELoC project in Sri 
Lanka. Moreover, the results were interpreted based on the point of view of the researcher and 
referring to the findings of personal discussions had with selected bank representatives. Therefore, 
the interpretations might be different based on the reviewers as well as if the researcher could 
conduct random interviews with many representatives of banks and SME borrowers. However, the 
researcher tried to minimize the biasness of interpreting by reviewing the results with neutral 
viewpoint. Furthermore, there might be an impact from a third variable that prevented this loan 
scheme properly reaching towards needy SMEs other than just being a needy SME, such as the 
nature of the business, owners’ business experience, owners perception on the loan scheme and the 
financial condition of the SME. However, the results of this research are accurate, acceptable and 
realistic in the Sri Lankan context. Based on the all of those arguments, it can be declared that the 
internal validity of this research is moderate.   
 Further, the findings of this research are highly related to the SMELoC Project and Sri 
Lanka, and therefore the results may vary for another loan scheme or in the different country context. 
However, the findings of this research such as the effects of the restrictions and perspectives of the 
banks on approving loan amounts to needy SMEs is common for all the loan schemes. Therefore, the 
remedies and the policy initiatives that will be taken based on the findings of this research will make 
a positive impact on the performance of other concessionary loan schemes of Sri Lanka. Therefore, 
the external validity of this research is also moderate.  
 As mentioned above, the main objective of this research was to identify whether the 
foreign funded concessionary loan schemes properly provide the required financial assistance to the 
pre-identified needy SMEs segments. Therefore, it has been measured the impact of firm specific 
characteristics on receiving loans from SMELoC project. The firm specific characteristics that were 
used in this research are the characteristics of needy SMEs. This research has properly design to use 
a proper testing to measure the construct accurately. Therefore, the construct validity of this research 
is high. 
 Further, the statistical validity of this research is also high as the sample size is adequate 
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and the data was analyzed by using the accurate statistical tests. The statistical tests were run by 
using the Stata statistical software. Further, the interpretations were done based on the results of the 
statistical tests as well as based on the opinions of researcher, SMELoC staff and the representatives 
of banks. Accordingly, the reliability of the results and the interpretations are also high. 
Future Research to be Done 
 In future, a researcher can study on the effect of other factors on receiving loans from 
foreign funded concessionary loan schemes and those factors may include the owner`s psychological 
factors, financial position of borrowing SMEs and the business sector of borrowing SMEs. Further, 
there is a possibility to conduct a comparison study with another foreign funded SME concessionary 
loan scheme or locally funded SME concessionary loan scheme. Moreover, it will be very important 
if a researcher can conduct a similar research to a same kind of a loan scheme implemented in 
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